We study corporate philanthropy using an original database that includes firm-level data on dollar giving, giving priorities, governance, and managerial involvement in giving programs. Results provide some support for the theory that giving enhances shareholder value, as firms in the same industry tend to adopt similar giving practices and firms that advertise more intensively also give more to charity. But much of our evidence indicates that agency costs play a prominent role in explaining corporate giving. Firms with larger boards of directors are associated with significantly more cash giving and with the establishment of corporate foundations. Consistent with effective monitoring by creditors, firms with higher debt-to-value ratios give less cash to charities and are less likely to establish foundations. The empirical work considers the impact of industry regulation on giving and controls for state philanthropy laws and fiduciary responsibility laws. 
Introduction
Previous research on corporate philanthropy has focused on the timing and responsiveness of aggregate contributions to taxes, corporate earnings, and other market characteristics.
1 In contrast, we focus on firm-specific giving practices and evaluate both an "agency cost" theory, which postulates that managers and board members increase their own utility through corporate philanthropy, and a "value enhancement" theory, which postulates that philanthropy creates value for shareholders. Based on the theories, we generate testable hypotheses regarding determinants of corporate giving, including the size and composition of the board of directors; monitoring by debtholders, blockholders, and institutional investors; state philanthropy and fiduciary duty laws; and industry settings where firms may find it value enhancing to be viewed as "charitable" by regulators or policymakers.
Managers often justify corporate giving on the basis of its claimed benefits to shareholders. Benefits may arise, for example, from goodwill that is created by corporate involvement with charitable causes, leading to enhanced employee morale, customer loyalty, and more lenient treatment by regulators or government officials. Alternatively, giving programs may enable managers and directors to support their own pet charities at shareholder expense.
Corporate philanthropy can enhance reputations of managers or directors in their social circles and provide them with other benefits (tickets to events, access to celebrities, etc.). In this case, unless the cost of giving is at least offset by reduced compensation, corporate spending on charity represents an agency cost. The agency cost theory also contemplates that managers and directors may authorize gifts out of an altruistic belief that firms have a social responsibility to contribute to worthy causes. This, motive, nonetheless, is an agency cost, as it indulges the agent's utility for "doing good" while shareholders incur an opportunity loss.
The literature on corporate charity spans multiple disciplines, including economics, finance, accounting, law, management, and ethics. Only a few empirical studies address the underlying debate regarding whether charitable giving enhances firm value. 2 Using firm-level data, Navarro (l988) concludes that corporate contributions represent a form of advertising, as firms that spend more on advertising also tend to give more to charity. Boatsman and Gupta (1996) study changes in firm contributions in response to a change in marginal tax rates and conclude that charitable contributions go beyond what would be profit maximizing. In this regard, Bartkus et al. (2000) provide evidence that active, powerful investors may perceive corporate giving as excessive and act to curtail it. Using a small matched-paired sample to control for industry and company size, they find weak evidence that "big givers" are associated with fewer numbers of blockholders and less institutional ownership than are small givers. In contrast, using UK firms, Adams and Hardwick (l998) find no connection between giving and ownership concentration, but do find that firm size, profits and low leverage are associated with more giving to charity and political causes.
The goal of this paper is to provide comprehensive tests of alternative theories using a large sample of firms that represent a variety of industries. Our results indicate that, controlling for firm size, agency cost considerations play a prominent role in explaining corporate giving. In particular, monitoring by debtholders appears to curtail giving (firms with more debt give less) and firms with large boards are more "generous" givers. Like Navarro, we find a positive relationship between advertising and giving. Perhaps more edifying is that firms subject to more public policy scrutiny, such as regulated firms and firms with high levels of investment in R&D (e.g., pharmaceutical companies) give significantly more than other firms. Overall, results 2 The literature is intertwined with the "social responsibility of business" debate. One side is articulated best by Milton Friedman: "Few trends could so thoroughly undermine the very foundations of our free society as the acceptance by corporate officials of a social responsibility other than to make as much money for their shareholders as possible." (Friedman, 1962) . In a debate between Friedman and Mackey (founder and CEO of Whole Foods), Mackey argues that Friedman's view undersells the humanitarian dimension of capitalism: "Whole Foods' business model could represent a new form of capitalism, one that more consciously works for the common good instead of depending solely on the 'invisible hand' to generate positive results for society." (pg. 31). Reason, Vol 37, no. 5, October 2005, pgs. 29-37. suggest that managers may view charity as a business expense but it is significantly more likely to be incurred when financial constraints and monitoring constraints are weak.
Determinants of Corporate Giving Behavior and Testable Hypotheses
Value enhancement and agency cost theories of corporate giving are not mutually exclusive, as a contribution could simultaneously cater to a manager's taste for charity and have a positive impact on profit. However, if proponents of charitable giving are correct and firm shareholders are better off if their agents give to charity, then there is no reason to expect giving practices to vary with variables that measure monitoring effectiveness.
Agency cost and monitoring variables
The variables we use to evaluate the agency cost theory are total board size, ratio of the number of insiders to total board size, debt-to-value ratio (where value is defined as total assets), percent of equity held by blockholders, and percent of equity held by institutions. We also include the firm's market-to-book ratio to control for the firm's access to economic rents. Testable implications are discussed below.
Literature on the effectiveness on boards as monitors has focused on both board size and composition. 3 Several studies, including Yermack (l996) and Eisenberg, et al. (l998) , suggest that smaller boards are associated with higher market valuations. Jensen (l993) suggests that as board size increases, candid discussions give way to "politeness and courtesy." Larger boards tend to become symbolic and a source of social interaction for the directors, and to become less connected to the managerial process.
A positive relationship between board size and giving may arise for two reasons. First, larger boards may have more significant free-rider issues and communication problems, leading to less effective monitoring. Second, if involvement with charitable giving is perceived as a jobrelated perquisite, then the larger the board, the more directors are likely to push for their own causes, leading to larger dollar contributions. For example, Aggarwal and Nanda (2004) provide a theory for a positive relation between board size and the number of social objectives (community, diversity, environment, etc.) that a firm pursues. While boards provide a monitoring function, they also set objectives for firms, and other things constant, larger boards are associated with multiple objectives that go beyond shareholder value maximization.
We also consider the impact of the ratio of inside directors to total directors. Most large US public companies have boards with a majority of independent directors, and almost all have a majority of outside directors. 4 This structure reflects the belief that the primary task of the board is to monitor managers and that independent directors provide more rigorous oversight than inside directors. On the other hand, if charitable giving is an agency cost, then it is not only insiders, but all board members, who could derive benefits from firm giving.
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Debt can provide a check on managerial excesses in several ways. First, debt has a "hands-tying" aspect: if firm managers are committed to make regular debt payments, free cash flow is reduced. In addition, the covenants and restrictions that accompany debt agreements limit the manager's ability to spend money. Jensen (1986) argues that debt acts as a check on managerial discretion by enabling managers to effectively bond their promise to pay out future cash flows. Maloney, McCormick and Mitchell (1993) investigate the influence of leverage on project selection, testing the hypothesis that while leverage has costs, "…the necessity of making periodic, legally mandated, unalterable payments to bondholders forces managers to take extra care in decision making. " (p. 190) . In the context of our study, we expect that higher debt-tovalue ratios to be associated with less charitable spending.
Theory of the firm literature envisions that shareholders can perform a monitoring role, disciplining against managerial excesses. More effective monitoring is likely to arise from 4 Bhagat and Jefferis (2002) at p. 10. 5 As the recent Enron scandal demonstrates, outside director oversight is no answer to eliminating self-dealing. At least three independent directors of Enron reportedly were affiliated with charities that received large donations from the corporation. See Painter (20002) and Brudney and Ferrell (2002) . concentrated ownership. 6 Such shareholders are more likely to involve themselves directly in oversight and to seek redress for perceived abuses. The two variables we use to evaluate this hypothesis are: the percent equity held by institutional owners and the percent equity held by blockholders (i.e., those shareholders who own 5% or more of the firm).
In evaluating the impact of monitoring variables, we include, as a control, the firm's book-to-market ratio (inverse of q ratio). The rationale is to guard against attributing explanatory power to monitoring variables when, in fact, giving is associated with the presence of economic rents. While the q ratio is a common measure of rents, interpretation is problematic, as rents can arise for at least two, non-mutually exclusive, reasons. A high q ratio may reflect superior performance-for example, a firm may be relatively well managed, but its managers are not able to capture the rents as salary. Alternatively, a high q ratio may indicate the firm's access to unique assets, such as patents, regulation, or intellectual property, which create barriers to entry.
In industrial organization literature, the ratio of market value to replacement cost is a commonly used measure of market power (see, for example, Lindenberg and Ross, 1977) . If a firm participates in a highly competitive product market, then it should expect to earn zero economic rents (i.e., a normal rate of return), and the market value of the firm's equity will approximate its replacement cost. If, on the other hand, investors expect the firm to earn economic rents, then the rents will be capitalized in the firm's market value, which will exceed replacement cost. With respect to giving behavior, perhaps better performing firms are better positioned to give to charity. Alternatively, managers may be more likely to consume job-related perquisites, such as giving to charity, in market settings where the firm faces less intense competition, as reflected in a higher market-to-book ratio. Hence, the empirical relationship between q and giving is open to interpretation.
Value enhancement variables
6 See Agrawal and Knober (1996) . Among other control mechanisms, they examine institutions and large blockholders and their impact on firm performance.
Highly visible companies may have incentives to foster reputations for "giving back" to the community, as this may induce friendlier treatment by regulators and policymakers. This is especially likely for those firms facing litigation risks, rate or entry regulation, or those that participate in industries that have observable environmental impact (extractive industries, paper mills, etc.). Hence, we include three industry-type variables to test for these incentives.
"Regulated industry" indicates the firm is in a non-financial industry that faces rate and entry regulation (communications, television broadcasting, electrical services, and natural gas industries). It is not clear, however, that a positive relationship between giving and regulation arises for value-enhancing reasons. As Alchian and Demsetz (1972) and Alchian and Kessel (1962) reason, regulation affords insulation from market pressures and may heighten incentives for managers to engage in perquisite consumption. Public donations to charity may also enhance the firm's reputation with regulators, leading to more favorable treatment. For both reasons, we expect a positive relationship between giving and "regulated industry." "Environmental impact industry," indicates that the firm operates in an industry that may pose a significant threat to the environment-e.g., paper products, chemicals and plastics, and petroleum; "Financial regulated industry" indicates that the firm operates in the banking or insurance markets, which are subject to regulatory scrutiny, primarily at the state level. Firms in these industries may anticipate that charitable giving will improve their public images, and the indicator is expected to be positively related to giving.
The final two variables included to test the value maximization theory are the ratio of R&D expenses to sales and the ratio of advertising expenses to sales. The theory predicts both will be positively related to giving. Public displays of charity are a form of advertising and likely to be driven by the same underlying considerations. The potential target audiences include customers, employees, suppliers, and policymakers, etc. The R&D variable takes on a higher value for firms that are more dependent on intangible assets (e.g., intellectual property, etc.). In our sample, the ratio is highest for firms in the pharmaceutical industry (a mean of 11.7% compared to 2.5% for manufacturing). Such intangible assets may make the firm more vulnerable to appropriation arising from lawsuits and governmental regulation, thereby creating valueenhancing incentives to "buy" protection by creating goodwill with potential jurors, judges and regulators.
Legal Considerations Influencing Corporate Giving Behavior
Prior to the mid-l950s, the prevailing legal view was that corporate philanthropy was "ultra vires," or "beyond the power of the corporation," and contributions not directly related to the purposes of the corporation were illegal. 7 Case challenges in the l950s began to eat away at the standard that held that managers and directors would be violating fiduciary responsibilities by making contributions not directly related to corporate purposes. Leung (l997) reports that there are three different formulations currently in place: Delaware's shareholder primacy statute, Connecticut law, which requires consideration of non-shareholder interests, and "other constituency statutes," which indicate whose interests may be considered.
The latter states give broad discretion to consider non-shareholders interests, and are used in 26
states. The remaining 22 states have not enacted specific laws, but instead follow the "business judgment rule," which holds that directors' decisions are presumed to be informed decisions, made in good faith, and in the belief that they are in the interest of the shareholders. Below we test the hypothesis that giving is positively associated with fiduciary responsibility laws that go beyond the business judgment rule in defining interests to be considered.
Sample Selection and Descriptive Data
The sample consists of all Fortune 500 firms identified in the l998 issue. To obtain charitable giving data, we matched these firms with data provided in the l999 Corporate Giving Directory (2000) . The Directory has information on annual cash contributions by firm, and unlike other data sources, contains firm-level data on the allocation of the contributions (arts, health, science, and other categories reported below), management of the corporation, and the giving program or foundation. Corporations sometimes report their giving figures for more than one year. To take advantage of this additional information, our database includes up to three observations for the same firm. We combine the survey information from the Directory with financial data from Compustat, corporate governance data from SEC filings, and data from other sources identified in the tables below. Not all firms report information on charitable giving and, consequently, the resulting sample consists of 701 firm years of data for 241 firms.
Giving is defined as the amount the corporation identifies as cash contributions to notfor-profit organizations. Firms with foundations may make contributions both directly and through their foundations. 10 The giving amount includes cash contributions made through the corporate direct giving program and, if the corporation has a foundation, contributions made through the foundation. Some corporations also make in-kind contributions (complimentary use of corporate facilities, donations of products, services, employee volunteerism), but given the ambiguity and inconsistencies in how these contributions are valued by the firm, we do not include non-cash items in the measure of giving. 
Sample Characteristics

The Firm's Choice to Report Giving Data
There is no legal requirement for firms to disclose their charitable giving. Because the Directory contains data only for firms that choose to report, we use the Fortune 500 sample to evaluate the choice to report. We compiled data, including measures of agency cost and monitoring effectiveness, for the Fortune 500 firms that did not report. Table 2 contains probit regression models, where the dependent variable equals 1 if the firm reports data on its giving program and 0 otherwise. Model (1) includes only agency cost/monitoring variables; model (2) includes only value-enhancement variables; model (3) adds firm characteristics related to size and age; and model (4) includes industry dummy variables.
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One interpretation of the choice to report is that it reflects managers' perceptions of whether public disclosure serves their goals-either value maximization and/or personal desires to be associated with charitable giving. Consistent with an agency cost theory that envisions both inside and outside directors can derive personal benefits from corporate giving, firms with larger boards and with relatively more outsiders are more likely to report. Consistent with the view that creditors and blockholders may curb mangers' proclivities for giving away money, or that managers and directors of such firms try to conceal their giving activity, firms with higher debt-equity ratios and with relatively more blockholders are less likely to report. Also, results
suggest that firms that advertise intensively are more likely to report. Models 4 and 5 suggest industry effects are important: regulated firms are less likely to report; firms participating in industries with environmental impacts perceive it as a good thing to report. Model 5 includes twelve categories of industries and, while individual results are not displayed, utilities, retailers, wholesalers and service firms are significantly less likely to report their charitable giving than are manufacturers. Other evidence indicates that firms are sensitive to profits when establishing priorities:
Analysis of Giving Priorities by Industry
firms in industries with little international exposure (utilities, wholesalers, retailers, and transportation firms) generally do not give to international causes. Also, science as a giving category holds little interest for firms. If firms find it profitable to invest in scientific research, especially when intellectual property can be protected, it is likely that they would incur those expenses as investment rather than gifts.
"Giving to the arts" is a candidate for agency cost interpretations, as it is difficult to link such spending to bottom-line profitability. Instead it is likely to lead to good seats and VIP status for managers and directors, private showings, social networking at events, etc. While access to social networks may engender business relationships, shareholders may question whether these business relationships can be pursued in more direct and less expensive ways. As shown in the table, firms in every industry give something to the arts. Securities dealers and investment banks, classified as "financial, nec", stand out as giving an unusually large amount, relative to other industries, designating on average 22 percent of giving as to the arts. Perhaps building business relationships with wealthy clients (who are likely to be patrons of the arts) is more important in this industry or it may be a form of advertising directed at potential clients. In contrast, retail trade firms give a significantly lower percentage to the arts than do other firms, although retail firms are not very specific in their allocations, designating, on average, 45% of their giving as "general".
The "general" category is one that firms may select if they do not wish to report details on their giving. The firms that select this category generally designate 100% of their giving as "general." As shown, utilities and firms in the transportation and retail trade are significantly more likely to select this category in lieu of providing more refined details of their giving.
The Firm's Choice to Establish a Charitable Foundation
Corporate foundations derive their funds from their associated for-profit corporations, but legally they are separate entities. While corporations establish foundations with the espoused goal of promoting the interests of the corporation, the presence of a separate decision-making body suggests that the foundation may have more autonomy to pursue interests that do not conform to those of the corporation. The presence of corporate officers on the foundation board may mitigate concerns with agency problems, but the officers also may receive benefits from these positions. One rationale for establishing a foundation is that the foundation's endowment can shelter the firm from business cycle fluctuations, allowing a corporation to maintain a constant giving level over time. 13 The corporation can smooth earnings by using windfall gains to add to the foundation's endowment and by reducing transfers to the foundation in other years. The press release identified a "terrific year" enabled the firm to make the contributions and identified the motive as ensuring that the "Foundation has a permanent and sustainable source of funds. " Wall Street Journal, December 9, 2002. foundations give more to the arts, education, religion, social services and science. As discussed above, firms with foundations are much more likely to involve corporate officers in the management of their giving programs. In spite of these differences, the presence of a foundation does not result in significant differences in giving, irrespective of whether giving is measured as total giving, giving per employee, giving per dollar assets, or giving per dollar sales.
There are several data limitations associated with modeling the presence of a foundation. One is that we are limited to cross-sectional data. Also, the firms' choices to establish foundations were made in previous years, and we do not have data from the time of the choice. With these caveats in mind, Table 5 shows results of probit models, where the dependent variable equals 1 if the firm has a foundation, 0 otherwise.
Consistent with an agency cost explanation, firms with foundations are associated with weaker monitoring by creditors and blockholders. It does not appear that a firm's advertising intensity is related to establishment of a foundation, but this seems reasonable in that firms with foundations can also make direct gifts. Model 2 indicates that the firm's industry is important.
The omitted industries are mining and construction, pharmaceuticals, and communications (all of the firms in these industries have foundations), and manufacturing. Compared to this group, firms in all other industries, except for utilities, are less likely to have foundations. If foundations are used to "smooth" charitable giving over time, we would expect that firms in industries characterized by more volatile earnings are more likely to use foundations. Hence, it is not surprising that utilities are significantly less likely to have foundations than firms subject to more earnings fluctuations (e.g., pharmaceuticals, mining, construction, and communications).
Finally, we include four variables to determine if state laws regulating charitable giving are related to the presence of foundations. Results are mixed. Fiduciary responsibility laws are associated with greater likelihood of having a foundation, but the specific laws governing philanthropy are not significant.
Determinants of Corporate Giving
We use two approaches to examine corporate giving in a multivariate setting. First, Table 6 presents results of five ordinary-least-square (OLS) regressions. The dependent variable in (1) and (2) is the natural log of total cash giving. As we are interested in explaining variations in giving relative to firm size, in models (3), (4) and (5) dollar giving is standardized by, respectively: employees, dollar sales, and dollar equity. The rationale for standardizing by employees is that a commonly stated philanthropic objective is to enhance firm image and employee morale, and many of the benefits of corporate contributions are likely to accrue to labor rather than capital. 14 Second, recognizing that endogeneity is an issue for studies that include measures of corporate governance and firm performance, we estimated a three-stage-least-squares (3SLS) model of charitable giving, board size, and the book-to-market ratio. The results are reported in Table 7 . As we discuss below, the key OLS findings are not sensitive to endogeneity of right-hand side variables.
In Table 6 , models (1) and (2) differ only in the inclusion (exclusion) of the industry variables. Because there are overlaps between industry definitions and three of the valueenhancement variables, and because we have no specific theory regarding industry effects, we exclude the industry dummies in models 3-5. Results for remaining independent variables are robust with respect to their exclusion.
Results for models (1) and (2) show that firms with more employees, more net income and higher asset values, are associated with more giving. In models (3)- (5) we exclude employees and assets (both firm size proxies) as independent variables because the dependent variable is standardized by a firm size measure. As a check on sensitivity of results to alternative measures of current income, we also ran the regressions using the Lehn and Poulsen (1989) 14 We ran the same set of regressors on giving per dollar assets and found similar results as for giving per dollar sales. We also ran the regressions using a Heckman model to control for the selection effect associated with the finding that larger firms are more likely to respond to the survey questions (Table 2) . While not shown, the coefficients that are significant in table 6 remain significant and are of approximately the same magnitude.
measure of free cash flow instead of net income. The results for all models are similar to those shown in Table 6 and are not sensitive to substitution of the cash flow measure.
Consistent with the view that charitable giving is affected by agency costs, we find that, controlling for firm size in various ways, larger boards are associated with significantly more giving. This result conforms to the idea that larger boards are less effective as monitors. The composition of the board does not appear to matter; that is, having relatively more outside directors does not dampen proclivity for charitable spending. One concern with the interpretation is that there may be non-linear relationships between charitable giving and factors such as firm age and firm size, which also may be related to board size. To consider this we included quadratic specifications for firm age and the various size measures and confirmed that the significant and positive relationship between giving and board size remains.
The results for the debt-to-value ratio suggest that managers spend more on charity when they face fewer constraints on how cash flow is used, as indicated by a lower level of fixed debt obligations. To check for the possibility that the ratio may measure current or temporary debt obligations and therefore not be indicative of a long-term measure of monitoring, we ran the regressions with two alternative specifications for the debt variable: debt to value in the five years prior to the observation and the average debt-to-value ratio over the past five years. Results are not sensitive to this measurement change.
Blockholders and institutional investors do not appear to have a systematic impact on giving, suggesting that any monitoring and discipline that these stakeholders provide is less effective than is debt in controlling perquisite consumption.
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In the regressions we use the inverse of the q ratio since book values can be negative, and as shown the sign on book-to-market ratio is negative for all models except (5). This result could 15 The results suggest the possibility that blockholders (including company founders, who may have charitable projects they wish to promote) may have a positive effect on firm giving. As examples, Eli Lilly, Hershey, Hewlett-Packard, and Kellogg are corporations in our sample that report significant blockholdings held by family charitable foundations. These family foundations have demonstrated tastes for giving, which may translate into more generous giving by the corporations in which they own significant holdings.
indicate that when managers face less intense competition (as proxied by higher levels of economic rents), they choose to spend more on charity; it could also indicate that managers of better performing firms (again, proxied by higher levels of economic rent) choose to spend more on charity. We cannot distinguish between interpretations; both could be at play. As giving is standardized by market equity in model (5), the sign for the book-to-market ratio is picking up a positive relationship between book equity and dollar giving. Other industry effects are important. In particular, except in model (5), regulated firms are associated with significantly more giving. For these firms, giving may create goodwill with regulators. However, the agency cost interpretation is plausible as well: because managers of regulated firms are more insulated from competition, they have greater opportunities and incentives to consume perquisites. Related to this, Table 2 indicates that regulated firms are less likely to disclose their giving than other firms, and Table 3 indicates that regulated utilities characterize a large portion of their giving as "general." These two findings add support to the agency-cost interpretation.
The positive sign for "regulated industry" contrasts with the negative sign for banks and insurance companies ("financial regulated industry"). Financial firms also face regulation (though not rate regulation), but donate significantly less in absolute dollars and less per employee.
While not shown, individual industry effects are included in model (2). Firms in mining and construction, transportation, and retail trade donate significantly less to charities than do manufacturers. In contrast, utilities, petroleum, and pharmaceutical firms donate significantly more than do manufacturers. Consistent with value enhancement in the face of regulation and other market attributes, it is not surprising that similarly situated firms make similar calculations about charitable spending. When this set of variables is included in the other models, results are consistent with those reported in the table.
Corporate fiduciary laws are not specific to philanthropy, but they do identify which constituent interests are to be considered when making corporate decisions, and in the case of Delaware, by ordering constituent interest by importance (shareholder primacy). We find little evidence of impact, however. Only one category of state law (laws that that mandate or allow managers to consider interests other than shareholders') has a significant impact on giving. The finding of a negative-signed coefficient, however, is puzzling, as it runs counter to expectations;
we would expect that corporations headquartered in states that allow firms to consider nonshareholder interests would spend more on charity than those located in states where the law follows the business judgment rule.
In Table 6 , total directors and book-to-market equity are treated as exogenous variables.
Previous work indicates that that board size and Tobin's q are related to each other (Yermack, 1996) . Other work indicates that the direction of causality is uncertain. See, for example, Bhagat and Black (2001), Boone et al. (2005) , Coles et al. (2005) , Mulherin (2005) , and Hermalin and Weisbach (2003) . As a first step in assessing the issue in our analysis of corporate giving, we examined pair-wise correlations among the various agency cost and value enhancement variables.
For our sample of firms, the correlations are low, suggesting estimation biases due to endogeneity are likely to be slight.
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To more directly assess the effects of endogeneity, we estimated simultaneous systems of three equations for 1) charitable giving, 2) board size, and 3) book-tomarket ratio.
As shown in Table 7 , the giving variable is not statistically significant in either the bookto-market equation or the board size equation, and board size is not significant in the book-to- 16 There are only three pairs of variables (out of all the variables used in between book-to-market and the number of operating segments. We also find that firms that have lower book-to-market ratios tend to have higher rates of return on equity capital. We expect that it is not the rate of return but the level of income that influences the level of corporate giving.
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While we have not controlled for other potentially endogenous relationships between giving and other firm characteristics, the findings suggest that the OLS relationships documented in Table 6 are robust to alternative specifications. The 3SLS results show that the agency variables remain significantly related to giving. The value enhancement variables exhibit the same general relationships as reported in Table 6 . We ran 3SLS models for the three alternative measures of the dependent variable: giving per employee, giving per dollar sales and giving per dollar equity. The results are similar to those reported in Table 7 for the agency cost variables.
The results for the value enhancement variables are somewhat less stable.
19
Conclusions
Using firm-specific data, we evaluate two hypotheses for corporate philanthropy.
Agency cost theory suggests the hypothesis that corporate giving reflects managers' tastes for using firm resources to satisfy personal preferences for charitable giving. An alternative, but not mutually exclusive, hypothesis is that firms design their giving programs, much like advertising, to maximize value for stockholders. Charitable giving may be a way for firms to enhance their public reputations and to create goodwill with customers, employees, and regulators. We do find, for example, that giving is positively associated with firms that advertise intensively and with regulated firms and with firms with higher levels of intangible assets (high R&D-to-sales ratios).
Much of our evidence is consistent with the agency cost hypothesis. We find that larger firms with larger boards give significantly more cash to charity. Such firms are more likely to report details regarding their philanthropy, and are more likely to have foundations. As an indication of the benefits that directors may receive from the corporation's giving, our data show that, on average, charitable donations per director are over $800,000 per year, and for some firms the values are considerably larger-a number of pharmaceutical firms, for example, contribute around $10 million per year per director. It is not the composition of the board (outsiders to insiders) that appears to matter in generating more giving, but rather absolute board size.
Consistent with the view that higher levels of debt reduce agency costs, we find that firms with higher debt-to-value ratios give significantly less to charity. Using a measure of Tobin's q to proxy for economic rents, our findings indicate that firms with higher q ratios are more generous in their giving. Our empirical work suggests that the results are not driven by possible endogeneity of charitable giving, Tobin's q and board size. The dependent variable indicates that the corporation has established a charitable foundation (yes=1; no=0), as reported in Corporate Giving Directory. State philanthropy laws are documented in Kahn (1997) . Laws that define fiduciary responsibility in corporate decisions are documented in Dunfee (1999) . State laws are classified by state of incorporation. Other data are from Compustat and Edgar: www.sec.gov/archives/edgar. Firm age is measured as the greater of: years from IPO date reported by Compustat or the date the company first appeared on the CRSP tapes or founding date as reported by Jovanovic and Rousseau (2001) . Industry variables defined in Table 1 . Other data are from Compustat and Edgar: www.sec.gov/archives/edgar. Eqn (2) includes dummy variables for thirteen industry categories; omitted industries are mining and construction, communications, and pharmaceutical (all firms in these industries have foundations) and manufacturing. Primary SIC codes are form Compustat and matched with 1997 Economic Census classifications.
Panel E) Governance of Giving Program
Robust standard errors are based on clustering by firm. *** = significant at the .01 level; **= significant at the .05 level; * = significant at the .10 level, two-tailed tests 
